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GAO 


United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


National  Security  and 
International  Affairs  Division 

B-246747 

December  31, 1991 


The  Honorable  Charlie  Rose 
Chairman,  Joint  Committee  on  Printing 
House  of  Representatives 

Dear  Mr.  Chairman: 


1 


B 


As  you  requested,  we  have  followed-up  on  certain  matters  discu.ssed  in 
our  September  24,  1991,  testimony'  to  the  Joint  Committee  on  Printing 
regarding  the  Department  of  Defense’s  (dod)  plans  to  consolidate  the 
printing  and  duplicating  functions  of  the  Army,  Air  Force,  Marine 
Corps,  and  the  Defense  Logistics  Agency  (dia)  under  the  Navy  Pub¬ 
lishing  and  Printing  Service  (kpps).  See  appendix  I  for  background  infor¬ 
mation  on  dod’s  plan  to  consolidate.  At  the  time  of  our  testimony,  some 
data  on  dod’s  consolidation  plans  and  savings  estimate  had  not  been  pro¬ 
vided  to  us  or  was  not  available.  Based  on  the  data  that  was  available, 
we  stated  that  (1)  the  comparability  of  costs  used  to  develop  a  savings 
estimate  could  not  be  validated,  (2)  some  of  the  assumptions  used  to 
determine  the  savings  estimate  were  questionable,  and  (3)  specific  plans 
or  decisions  as  to  how  and  where  the  savings  would  be  achieved  had  not 
been  made. 

Since  our  testimony,  dod  has  delayed  the  consolidation  and  has  provided 
us  with  additional  data  on  its  consolidation  plans  and  savings  estimate. 
You  requested  that  we  review  this  data  to  determine  the  validity  of  the 
savings  estimate  and  the  impact  of  certain  assumptions  on  the  savings 
estimate.  After  your  request,  the  Conference  Committee  Report  on  the 
Defense  Appropriations  Act  for  fiscal  year  1992  was  issued.  It  takes  the 
position  that  consolidating  printing  activities  could  lead  to  budget  sav¬ 
ings  and  stipulates  certain  requirements  to  ensure  adherence  to  the  prin¬ 
ciples  established  in  Title  44  of  the  United  States  Code  and  Public  Law 
101-520,  section  206  for  procuring  printing  from  commercial  sources 
through  the  Government  Printing  Office  (Gi>o). 


Results  in  Brief 


After  reviewing  the  additional  data  submitted  by  rx)D,  we  believe  [X)u's 
estimate  still  has  many  of  the  same  problems  we  reported  in  our  testi¬ 
mony.  F’irst,  although  rx)D’s  $28.8  million  estimated  annual  savings  have 
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been  adjusted  to  reflect  cost  information  based  on  npf>s  actual  experi¬ 
ence,  NPi's’  overall  cost  comparison  methodology  has  not  been  tested  on 
any  .NPi7>  activities. 


Second,  the  savings  estimate  is  based  on  three  assumptions  that  may  not 
be  valid.  The  estimate  assumes  that  ( 1 )  higher  cost  activities  included  in 
the  consolidation  can  and  will  be  reduced  to  the  \pps  cost;  (2)  annual 
demand  for  in-house  printing  will  not  significantly  change;  and  (3)  com¬ 
mercial  printing  requirements,  printing  contracted  out  to  the  private 
sector  through  gi*(),  will  be  under  spin  centralized  management. 

.NPPS  officials  stated  that  they  intend  to  reduce  the  services’  and  ni.\’s 
costs  to  the  NPi*s  costs  by  using  their  professional  printing  organization 
and  management  techniques,  npps’  November  8,  1991,  preliminary  plan 
to  achieve  such  reductions  in  the  services’  and  di^x’s  printing  and  dupli¬ 
cating  costs  identifies  equipment,  personnel,  and  plant  changes  that 
might  be  made  after  the  consolidation.  The  plan,  however,  does  not  iden¬ 
tify  how  much  of  the  savings  are  expected  to  come  from  (1)  personnel 
cost  reductions,  (2)  materials  cost  reductions,  or  (3)  facilities  cost  reduc¬ 
tions.  .MM’S  officials  stated  that  the  bulk  of  the  savings  will  come  from 
personnel  reductions  and  changes.  They  also  said  that  a  far  greater 
number  of  personnel  will  have  to  be  reduced  than  the  284  initially 
planned  for  this  initiative. 

The  assumption  that  in-house  printing  demand  will  remain  stable  does 
not  reflect  possible  decreases  resulting  from  force  structure  reductions, 
industrial  funding,  or  increased  commercial  printing  procurements.  Any 
reductions  in  in-house  printing  demand  will  reduce  the  savings  estimate 
and  either  increase  printing  costs  or  require  further  personnel 
reductions. 

In  addition,  the  assumption  that  commercial  printing  will  al.so  be 
brought  under  M’i>s  centralized  management  remains  in  question.  The 
Senate  Appropriations  Committee  Report  on  the  Defense  Appropriations 
Act  for  fiscal  year  1992  directed  that  the  services  deal  directly  with  (at) 
for  commercial  printing  services.  M’i>s  officials,  however,  stated  that 
without  commercial  printing  their  savings  estimate  is  not  valid.  The 
Conference  Committee  Report  on  Defense  Appropriations  .supported  the 
Senate  Committee’s  direction  and  has  given  pod  additional  directions 
providing  for  congressional  oversight  of  the  printing  con.solidation. 

These  directions  include  submitting  to  the  Appropriations  ('ommittee 
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and  the  Joint  Committee  on  Printing  all  supporting  documentation  veri¬ 
fying  estimated  savings  associated  with  the  consolidation  and  an  implt*- 
mentation  plan  identifying  plants  to  be  closed  and  expected  personnel 
changes. 

Depending  on  the  accuracy  of  the  cost  comparisons  methodology  and  the 
validity  of  the  assumptions  used,  the  actual  savings  may  be  higher  or 
lower  than  estimated. 


Savings  Estimate 
Adjustments  and 
Untested  Cost 
Comparison 
Methodology 


t-r  ->3; 


To  determine  the  savings  associated  with  the  consolidation,  Net’s  com¬ 
pared  (1)  total  fiscal  year  1990  production  cost  for  each  Army,  Air 
Force,  Marine  Corps,  and  ni.A  printing  and  duplicating  facility  to  be  con¬ 
solidated  under  its  management  and  (2)  a  Net’s  calculated  cost  ba.sed  on 
its  pricing  factors  and  each  activity’s  production. 

During  our  September  24,  1991,  testimony  before  the  Joint  Committee 
on  Printing,  we  could  not  conclusively  state  that  the  costs  collected  for 
the  services  and  dia  were  comparable  to  those  costs  included  in  the  Ni’i’s 
costs  used  in  their  comparison  until  we  had  obtained  the  study’s  sup¬ 
porting  data.  After  the  hearing,  npi’S  provided  additional  data  that 
resolved  some  of  our  concerns,  but  also  raised  que.stions  about  the  fac¬ 
tors  and  percentages  used  in  the  study  to  determine  the  cost  of  the  other 
services’  and  dia’s  personnel  support,  personnel  benefits,  cost  of  .space, 
and  equipment  depreciation.  After  discussions  with  NCI’S  officials,  these 
cost  factors  were  revised  by  npi’S  to  more  closely  reflect  its  experience 
within  these  elements.  These  changes  reduced  the  NPI’S  savings  estimate 
by  about  $4.6  million. 

NPI’S  al.so  made  changes  that  reduced  the  NPI’S  costs  used  in  the  compar¬ 
ison.  Such  reductions  increased  the  savings  estimate.  Specifically,  npi’S 
officials  used  their  actual  1992  standard  prices  to  determine  the  NPI’S 
costs  for  the  other  services’  and  dia’s  production — the  initial  estimate 
was  based  on  estimated  1992  prices.-  Using  the  NPI’S  actual  prices 
decreased  the  NPI’S  costs  for  the  other  services’  and  dia's  production  by 
$1 1.4  million.  npi’S  officials  also  di.scu.ssed  additional  adju.stments  to 
their  savings  estimate  that  they  believed  would  increase  their  savings 
estimate;  however,  they  could  not  determine  the  impact  of  the  changes. 
See  appendix  II  for  a  discussion  of  the  npi’S  methodology  and  revisions 
to  the  NPI’S  estimate. 
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Savings  Assumptions 
Questionable 


NPPS  Plans  for  Reducing 
Cost 


Although  the  savings  estimate  has  been  adjusted  to  reflect  cost  calcula¬ 
tions  that  are  based  on  npps  experience,  the  overall  methodology  of  com¬ 
paring  Wei’S  determined  costs — which  were  based  on  Wei’s  average  prices 
and  other  factors — to  the  individual  activity’s  costs  has  not  been  tested 
on  any  wees  activities.  Some  service  and  di^  officials  have  expressed 
concern  that  the  use  of  averages  to  determine  Wei’s  comparable  costs  for 
their  production  was  not  representative  of  the  everyday  jobs  they  have 
in  their  printing  plants,  nor  does  the  wees  comparable  costs  represent 
the  were  prices  that  will  be  charged  to  the  services  and  r)i^\.  Still  other 
officials  stated  that  had  were  applied  the  same  overall  methodology  to 
were’  own  activities  it  would  also  have  shown  savings. 


The  were  savings  estimate  is  based  on  the  assumptions  that  ( 1 )  the 
higher  cost  of  the  services’  and  dla’s  printing  activities  can  and  would 
be  reduced  to  the  wees  cost,  (2)  the  annual  demand  for  in-house  printing 
will  not  significantly  change,  and  (3)  all  commercial  printing  require¬ 
ments  will  be  under  were  centralized  management.  The  validity  of  these 
assumptions  is  questionable  and  if  not  realized  could  have  an  impact  on 
the  estimated  savings. 


The  were  savings  estimate  is  based  on  the  assumption  that,  under  Wei’s 
centralized  management,  the  printing  costs  at  the  Army,  Air  P'orce, 
Marine  Corps,  and  dij\  activities  can  and  will  be  reduced  to  the  were  esti¬ 
mated  cost.  The  were  cost  comparison  showed  that  of  the  207  Army,  Air 
Force,  Marine  Corps,  and  i)i  printing  activities  to  be  brought  under 
wees  management,  166  had  actual  costs  higher  than  the  were  costs.  The 
remaining  41  activities  had  lower  costs. 

were  officials  stated  that  they  expect  to  achieve  c«)st  reductions  from 
centralized  management,  the  establishment  of  productivity  standards, 
equipment  modemizal'on,  and  streamlined  processes  and  procedures. 
They  stated  that  these  efficiencies  will  enable  them  to  eliminate  284 
positions  from  the  2,014  Army,  Air  Force.  Marine  Corps,  and  i)i..\ 
printing  work  force  expected  to  be  transferred  to  Wei’s.  They  furt  her 
stated  that  the  savings  estimate  is  not  based  on  a  physical  consolidation 
of  facilities. 

According  to  our  September  24,  1991,  testimony,  were  had  not  develoix’d 
a  specific  plan  on  how  it  would  achieve  the  estimated  savings  or  cost 
reductions.  At  that  time,  were  officials  stated  that  decisions  on  what 
plants,  equipment,  or  personnel  would  be  cut  back,  reduced,  replaced  or 
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eliminated  would  not  be  determined  until  after  the  October  1,  1991, 
scheduled  transfer  of  the  activities  to  \pps. 

M'i>s  officials  have  since  prepared  a  preliminary  plan '  that  shows,  by 
activity,  equipment,  personnel,  and  plant  changes  that  might  be  taken  to 
achieve  their  savings.  The  plan  covers  169  of  the  total  207  activities 
included  in  ttie  consolidation.  The  proposals  mostly  involve  replacing 
older  equipment  with  new,  more  efficient  equipment,  eliminating  per¬ 
sonnel,  and  downsizing  activities.  The  plan  also  contains  some  personnel 
reductions  resulting  from  transfers  of  work  to  other  nearby  activities. 

The  plan,  however,  does  not  quantify  the  dollar  savings  expected  from 
the  proposals  or  identify  all  the  actions  needed  <^0  achieve  the  full  sav¬ 
ings.  The  plan  does  not  identify  how  much  of  the  savings  are  expected 
to  come  from  (1)  personnel  cost  reductions,  (2)  material  costs  reduc¬ 
tions,  or  (3)  facilities  cost  reductions.  However,  npps  officials  acknowl¬ 
edged  that  the  bulk  of  the  savings  will  have  to  come  from  personnel 
reductions.  The  preliminary  plan  identifies  approximately  370  billets  for 
reduction.  This  equates  to  approximately  $  1 2  million  using  $34,000'  for 
the  average  annual  pay  and  benefits  of  an  employee.  This  suggests  that 
a  far  greater  number  of  positions  will  have  to  be  reduced  to  achieve  the 
$28.8  million  or  more  in  savings.  Additionally,  several  activities  were 
identified  for  consolidation  or  closing  in  the  preliminary  plan.  Costs  and 
savings  associated  with  the  proposed  closing  or  merging  of  facilities 
were  not  identified  in  the  plan,  npps  officials  stated  that  they  will  not  be 
able  to  develop  a  precise  plan  until  6  months  after  the  consolidation  has 
been  implemented. 


Changes  in  In-House 
Printing  Demand  May 
Change  the  Savings 
Estimate 


There  are  several  factors  that  could  significantly  reduce  printing 
demand.  Since  the  savings  are  based  on  the  same  units  being  produced 
at  lower  costs,  any  reduction  in  demand  would  reduce  the  savings  esti¬ 
mate.  First,  the  npps  savings  estimate  does  not  reflect  the  anticipated 
impact  of  pod’s  planned  25-percent  reduction  in  defense  spending  or  the 
impact  of  the  Defense  Base  Closure  and  Realignment  Act  of  1990  (P.L. 
101-510).  NPPS  officials  told  us  that  they  did  not  know  the  impact  of 
these  changes.  They  stated  that,  naturally,  printing  plants  would  close  if 
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bases  were  shut  down;  however,  they  did  not  know  if  a  25-pertent 
reduction  would  mean  an  equivalent  reduction  in  printing. 

Regarding  base  closures,  some  of  the  207  printing  plants  may  be 
effected.  Specifically,  six  plants  associated  with  the  July  1 .  1091 .  clo¬ 
sure  list  represent  about  $800,000  of  the  .M’l’s  preliminary  savings  esti¬ 
mate.  Officials  from  the  Office  of  the  Secretary  of  Defense  (oso) 
Comptroller’s  Office  told  us  that  they  are  preparing  a  base  closure 
package  that  will  address  the  impact  of  the  closures  on  this  and  other 
DOD  initiatives.  At  the  time  of  our  review,  the  package  was  being  circu¬ 
lated  through  the  services  for  comment. 

Additionally,  industrial  funding  may  reduce  printing  demand.  One  of  the 
expected  benefits  of  establishing  industrially  funded  operations  is  that 
marginal  or  unnecessary  requirements  will  be  reduced  because  the  user/ 
customer  is  billed  for  the  services  provided.  While  this  reduction  in 
unnecessary  requirements  would  reduce  the  cost  of  government  printing 
overall,  the  reduction  in  demand  also  would  reduce  the  npi’:'  savings  esti¬ 
mate  associated  with  in-house  printing. 

Increasing  contracting  out,  commercial  printing  procurement,  could  also 
significantly  reduce  npps’  in-house  printing  demand.  The  Joint  Com¬ 
mittee  on  Printing  has  directed  that  commercial  procurement  be  maxi¬ 
mized  and  that  in-house  printing  by  federal  departments  be  reduced 
where  possible.  Our  limited  examination  of  average  in-hou.se  production 
run  lengths  frr  each  of  the  services,  including  npi's,  indicated  that  con¬ 
tracting  out  is  not  being  maximized.  Within  .npps,  we  found  several 
examples  of  printing  jobs  that  could  have  been  contracted  out  but  were 
performed  in-house,  npps  officials  stated  that  longer  run  printing  jobs 
may  be  done  in  house  to  maintain  efficient  production  levels  when 
normal  in  house  printing  demand  temporarily  falls  below  capacity. 


Savings  Estimate 
Contingent  on  Commercial 
Printing 


The  Ni’PS  savings  estimate  is  based  on  the  consolidation  of  in-house 
printing  activities.  However,  the  consolidation  plan  assumes  commercial 
printing  procurement,  both  field  and  departmental  printing  procure¬ 
ment,'  will  also  be  placed  under  npi's.  npps  and  service  officials  stati'd 
that  there  are  no  savings  a,ssociated  with  consolidating  commercial 
printing  procurement  under  .npi>s.  ni>i>s  officials,  however,  stated  that  the 
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consolidation  must  include  npi’s  management  and  control  over  commer¬ 
cial  printing  requirements  to  achieve  the  savings  associated  with  in- 
house  printing.  They  further  stated  that  management  control  over  both 
in-house  and  commercial  printing  is  necessary  to  effectively  manage  the 
in-house  work  load  and  to  reduce  down  time.  A  September  10,  1991, 
decision  memorandum,  signed  by  the  Deputy  Secretary  of  Defense, 
states  that  if  commercial  printing  is  not  a  part  of  the  consolidation,  “cus¬ 
tomers  would  retain  the  capability  to  satisfy  their  printing  requirements 
through  procurement  contracts,  thereby  circumventing  the  consolidated 
system.”  However,  the  Senate  Appropriations  Committee  report  on 
Defense  Appropriations  for  fiscal  year  1992  directed  that  commercial 
procurements  be  sent  directly  from  the  service  initiating  the  job  to  Gi’O. 
The  Conference  Committee  Report  on  Defense  Appropriations  supported 
the  Senate  direction  and  added  further  requirements. 

Under  the  npps  management  proposal,  each  printing  activity  would  go 
through  NPPS  to  procure  commercial  printing,  rather  than  procuring 
directly  through  gpo.  npps  would  decide  whether  to  print  the  order  in 
house  or  through  gpo.  To  cover  the  administrative  cost,  npi>s  would  add 
a  surcharge  to  all  orders  going  through  npps  to  gpo  for  commercial 
printing. 

In  our  September  24,  1991,  testimony,  we  stated  that  some  service  and 
Di^  officials  believed  that  the  requirement  to  go  through  mm’s  for  com¬ 
mercial  printing  rather  than  going  directly  to  gpo,  unnecessarily 
increased  the  time  and  expense  of  commercial  procurements.  Regarding 
expense.  Net’s  had  initially  estimated  that  its  surcharge  for  commercial 
printing,  both  departmental  and  field,  would  be  5.5  percent  of  the  com¬ 
mercial  printing  cost.  In  the  September  10,  1991,  decision  memorandum. 
NPPS  offered  to  reduce  the  surcharge  for  departmental  printing  to  no 
more  than  those  costs  associated  with  pay  and  benefits  for  these 
printing  procurement  personnel — approximately  3  percent.  NCI’s  offi¬ 
cials  have  since  told  us  that  they  plan  to  charge  the  services  and  n!..\  the 
actual  cost  for  procurement  personnel  salaries  and  benefits  for  depart¬ 
mental  procurements.  These  officials  expect  this  charge  to  be  less  than 
3  percent.  The  NCI’S  validation  study  identified  about  $85.5  million  for 
the  services’  and  Di^’s  departmental  printing.  The  NCI’S  study,  however, 
did  not  identify  the  personnel  and  salaries  associated  with  depart  mental 
printing. 

NCI’S  still  plans  to  levy  a  5.5  percent  surcharge  on  field  or  rc'gional 
printing  procurements.  This  surcharge,  according  to  NCI’s  officials,  will 
cover  the  salaries  and  benefits  for  personnel  a.s.sociat(’d  with  fii’ld 
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printing  procurement  and  an  amount,  approximately  2.5  percent  of  the 
surcharge,  for  overhead  at  the  Net’s  headquarters  management  office. 
M’i’s’  validation  study  identified  $59.1  million  in  field  printing  that  was 
procured  from  oeo  or  other  sources  in  fiscal  year  1990.  Accordingly, 

Ni’es  will  add  $3.3  million  to  this  printing — approximately  $1.8  million 
of  this  amount  will  pay  the  salaries  and  benefits  of  personnel  associated 
with  this  printing  and  $1.5  million  will  be  for  NPes  overhead.  The  rev¬ 
enue  from  the  surcharges  were  not  a  part  of  the  costs  used  in  computing 
the  savings  estimate.  A  npps  official,  however,  told  us  that  the  amount 
associated  with  npps  headquarters  overhead,  the  2.5  percent  portion  of 
the  surcharge,  probably  should  be  included  as  a  cost  used  in  computing 
the  savings  estimate  since  it  represents  an  additional  charge  to  the  ser¬ 
vices  and  DLA. 

The  Senate  Appropriations  Committee’s  Report  on  Defense  Appropria¬ 
tions  for  fiscal  year  1992  stated  that  the  dod’s  consolidation  of  printing 
will  be  done  in  a  way  that  maximizes  savings  and  directed  dod  to  "send 
printing  and  duplicating  jobs  that  will  not  be  done  in  in-house  facilities 
directly  from  the  service  initiating  the  job  to  the  gpo.”  The  report  fur¬ 
ther  stated  that  “this  will  reduce  administrative  lead  time  and  costs 
associated  with  procuring  printing  services  from  commercial  vendors.” 

The  Conference  Committee  Report  for  Defense  Appropriations  sup¬ 
ported  the  Senate  Appropriations  Committee’s  above  direction  and  fur¬ 
ther  directed  Don  to  “submit  to  the  Committees  on  Appropriations  of  the 
House  and  Senate  and  the  Joint  Committee  on  Printing  the  following; 

•  An  implementation  plan  identifying  plants  to  be  closed,  maximum  pro¬ 
duction  capacities,  equipment  purchases,  transfers  and  disposals,  and 
expected  personnel  changes. 

•  All  supporting  documentation  verifying  estimated  savings  associated 
with  the  implementation  plan.” 

The  report  further  stated  that  “no  appropriated  funds  should  be 
expended  to  implement  any  consolidation  of  printing  services  until  the 
detailed  implementation  plan  and  supporting  documentation  described 
above  are  submitted  to  the  Appropriations  Committees  and  approved  by 
the  Joint  Committee  on  Printing.” 


Recommenclations 


Because  of  the  Senate  Apprf)priation.s  Committee’s  and  Confen'iict'  Com¬ 
mittee’s  directions  to  r«>n  providii.g  for  congressional  oversight  of  this 
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printing  consolidation,  we  are  not  making  any  recommendations  at  this 
time. 


Scope  and 
Methodology 


We  interviewed  officials  from  gpo,  osd,  di^4,  the  Army,  Navy,  Air  F’orce, 
and  Marine  Corps  about  the  proposed  consolidation.  In  addition,  we 
reviewed  Don’s  September  10,  1991,  decision  memorandum  and  the 
attached  June  24,  1991,  .\Pi>s  preliminary  report  Consolidation  of  pod 
Printing;  dod’s  General  Implementation  Plan  on  the  Consolidation;  npi’s’ 
Defense  Management  Report  Decision  998  Equipment/Personnel/Plant 
Preliminary  Observations;  Air  Force’s  draft  and  Di^’s  final  Memoranda 
of  Agreement;  Title  44  of  the  United  States  Code;  the  Government 
Printing  and  Binding  Regulations;  and  other  related  G.\o,  DOD,  and  ser¬ 
vice  reports. 

To  assess  the  cost  comparisons  used  to  determine  the  savings  estimate, 
we  (1)  reviewed  npi’s  accounting  records  and  cost  data,  (2)  discussed 
NPI’S  rationale  for  including  certain  cost  elements  in  its  study  and 
obtained  its  experience  for  items  that  were  questionable,  and  (3)  com¬ 
pared,  for  a  limited  number  of  activities,  the  information  collected  for 
the  other  services  and  dla  with  the  data  in  npps  reports,  as  well  as  sub¬ 
sequent  changes  that  were  made  by  npps.  In  addition,  we  obtained  npps 
data  on  how  it  determined  the  npps  comparable  costs  for  the  services’ 
and  Di^’s  production  and  verified  such  data  to  NPi’s  reports  for  the  same 
activities  previously  mentioned.  We  also  interviewed  officials  in  the 
Office  of  Personnel  Management  and  General  Service  Administration  on 
certain  issues  within  their  purview. 

We  performed  our  review  between  October  1991  and  November  1991  in 
accordance  with  generally  accepted  government  auditing  standards. 

As  requested,  we  did  not  obtain  written  agency  comments  on  this  report. 
However,  we  did  discuss  a  draft  of  this  report  with  rxin  officials  and 
have  incorporated  their  comments  where  appropriate. 


We  are  providing  copies  of  this  report  to  the  Chairman  of  tlie  Joint 
Committee  on  Printing,  the  Secretaries  of  Defense,  Army,  Navy,  and  Air 
Force,  and  the  Director  of  dla,  as  well  as  to  other  interested  part  ies  upon 
request. 
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Please  contact  me  at  (202)  275-4587  if  you  or  your  staff  have  any  ques¬ 
tions  concerning  this  report.  Other  major  contributors  to  this  report  are 
listed  in  appendix  III. 

Sincerely  yours, 


Paul  F.  Math 

Director,  Research,  Development,  Acquisition, 
and  Procurement  Issues 
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The  Department  of  Defense’s  Consolidated 
Printing  and  Duplicating  Plan 


On  November  If),  1990,  the  Deputy  Secretary  of  Defense  approved  a 
Defense  Management  Report  Decision  that  called  for  the  consolidation' 
of  all  Department  of  Defense  (dod)  printing  and  duplicating  services 
under  the  Navy’s  industrially  funded,  centrally  managed  Navy  Pub¬ 
lishing  and  Printing  Service  (npps)  effective  October  1,  1991.  According 
to  the  pod’s  Comptroller’s  Office,  the  consolidation  of  printing  would 
save  about  $25  million  to  $30  million  annually.  Savings  were  estimated 
to  begin  by  the  middle  of  fiscal  year  1993  at  which  time  the  savings 
goals  were  estimated  at  $13.7  million  and  about  $30  million  annually 
beginning  in  1994.  pop  has  reflected  these  savings  goals  in  budget  docu¬ 
ments  covering  fiscal  years  1992-1997. 

Officials  from  the  Office  of  the  Secretary  of  Defense  (osp),  the  military 
services,  and  the  Defense  Logistics  Agency  (Di-^v),  however,  stated  that 
the  methodology  used  by  pop  in  preparing  the  savings  estimate  was 
questionable.  o.sp  and  Navy  officials  stated  that  certain  costs  associated 
with  the  printing  function,  such  as  overhead,  reprographics,  and  micro¬ 
graphics,  were  not  included  in  the  savings  analysis.  In  addition,  service 
and  DLA  officials  told  us  that  the  analysis  did  not  address  all  activities 
equally. 

On  February  15,  1991,  theoso  Director  of  Administration  and  Manage¬ 
ment  tasked  M’i’s  to  lead  a  joint  service  and  Di^  team  to  conduct  an 
implementation  study.  Specifically,  \pr>s  was  to  (1)  examine  and  validate 
the  cost  savings  associated  with  the  consolidation,  (2)  determine  the 
number  of  people  to  be  affected  by  the  consolidation,  and  (3)  identify 
the  organizations  and  functions  to  be  included  in  the  new  structure.  The 
decision,  however,  to  consolidate  under  NPre  was  not  to  be  revisited. 

On  August  1,  1991,  we  reported-  on  D(tp’s  plans  to  consolidate  printing. 
At  that  time,  pop  had  not  completed  its  implementation  study  and  would 
not  provide  us  with  preliminary  study  reports  and  supporting  documen¬ 
tation  until  final  decisions  and  concurrences  within  rx)P  had  been 
obtained.  Preliminary  information  that  we  did  obtain  raised  questions 
regarding  the  assumptions  used  to  develop  the  savings  estimate,  plans 
to  implement  the  consolidation,  and  the  possible  impact  of  those  plans 
on  commercial  printing. 


'  Acconlinj'  to  .NCI’S  olTicials.  this  coiisolidation  j.s  a  lonsolidation  of  nianagi'nicnt  —  not  a  physical 
coMsolidalloii  of  plants  arlivitics 

-Pi'IViisi'  Managcnii’iil :  IH  )|)  s  Plans  to  Consolidate  l’niitm>;  ((i.XO  NSI.\P-9I  2(18,  I,  1991) 
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The  Department  of  Defense’s  ConsoUdated 
Printing  and  Duplicating  Plan 


On  September  10,  1991,  dod  issued  its  report  Preliminary  Report  on  Con¬ 
solidation  of  POD  Printing.  Accompanying  the  report  was  a  decision 
memorandum  that  ( 1 )  approved  the  report’s  agreed  upon  recommenda¬ 
tions,  (2)  provided  resolutions  to  issues  that  were  not  resolved  in  the 
report,  and  (3)  presented  dod’s  official  savings  estimate  for  the  consoli¬ 
dation  of  printing.  The  report  estimated  that  a  net  annual  savings  of 
about  $41  million  could  be  saved  if  338  Army,  Air  Force,  Marine  Corps, 
and  DLA  printing  and  duplicating  activities  were  placed  under  M>i^, 

However,  the  decision  memorandum  excluded  certain  tactical  field  oper¬ 
ations,  national  guard  and  reserve  facilities,  and  intelligence  locations 
from  the  consolidation.  These  exclusions  reduced  the  projected  annual 
net  savings  to  $28.8  million  for  the  207  activities  that  remained.  Under 
the  proposed  consolidation,  207  Army,  Air  Force,  Di^,  and  Marine  Corps 
facilities  will  be  added  to  npi's  current  59  major  printing  facilities  and 
101  smaller  reprograhics  facilities.  In  addition,  1991  civilian 
strength  of  about  1,700  will  increase  with  1,847  civilian  and  167  mili¬ 
tary  billets  from  the  acquired  activities. 
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Changes  to  Cost  Comparison 


To  determine  the  savings  associated  with  the  consolidation^  m>I“s  first 
collected  fiscal  year  1990  cost  and  production  data  for  the  services'  and 
i)i^\’s  printing  and  duplicating  facilities  that  would  be  consolidated  in 
the  new  structure.  This  information  included  ( 1 )  actual  fiscal  year  1990 
costs  for  civilian  salaries,  equipment  maintenance  and  repair,  and  equip¬ 
ment  lease/rental  and  (2)  certain  factors  and  percentages  that  wen' 
agreed  to  by  the  services  and  dlx  tt)  determine  costs  for  civilian  benefits, 
military  personnel,  personnel  support,  space,  supply,  deprt'ciation,  and 
miscellaneous  overhead. 

MM'S  determined  a  .M'l’s  comparable  cost  for  the  other  services'  and  dlx's 
production  by  (1)  computing  a  .Sri's  average  price  per  thousand  units  of 
production  for  the  other  services’  and  pica's  production  based  on  its 
expected  1992  prices'  and  (2)  multiplying  each  activity's  total  produc¬ 
tion  units  for  fiscal  year  1990  by  these  average  prices  per  thousand 
units  of  production  to  get  M'l’s’  cost  for  the  other  services  and  I)L.\’s 
1990  production,  si’i's  then  subtracted  the  difference  between  each 
activity’s  fiscal  year  1990  costs  and  M’l’s  estimated  cost  for  comparable 
production  to  determine  the  savings  associated  with  the  consolidation. 

Our  September  24,  1991,  testimony  before  the  Joint  Committee  tin 
Printing  questioned  the  comparability  and  validity  of  costs  elements 
used  in  developing  the  savings  e.stimate.  We  could  not  conclusively  state 
that  costs  within  M’i>s  reflected  the  same  costs  that  were  collected  for 
the  services  and  t)i„A  until  we  obtained  the  study’s  .supporting  data.  .M’l’s 
has  subsequently  provided  additional  data  that  has  resolved  :;ome  of  our 
concerns,  but  raised  questions  regarding  the  factors  and  percentages 
used  in  determining  the  various  cost  for  the  services  and  I)L.\. 

M’l’s  officials  told  us  that  certain  cost  elements,  such  as  personnel  sup¬ 
port,  and  cost  of  space  were  not  specifically  quantifiable  by  the  other 
services  and  r)!,^\.  As  a  result,  these  elements  were  projected  using  fac¬ 
tors  and  percentages  that  were  agreed  to  by  the  service  representatives 
before  the  M’l’s  study  began.  We  questioned  the  factors  and  percentages 
used  to  determine  the  other  services’  and  dl.\’s  personnel  support,  per¬ 
sonnel  benefits,  cost  of  space,  and  depreciation.  We  asked  M’l’s  to  pro¬ 
vide  us  with  their  experience  regarding  these  elements  and  found  that 
the  factors  and  percentages  used  to  determine  the  .service’s'  and  dux's 
costs  were  not  comparable  to  M’l’s  experience — some  were  higher  sotm* 


'  M’l’s  list'd  '  I'xixflcd  I!!!*:’  prici's"  sini'c.  lit  tiu'  linic  nl  Ms  study,  tlic  Usciil  yi'iii'  IMl'C’  |ini  i-  liiid  Tint 
iH't'H  [iiihlistifd  To  do  this,  thi-y  simply  iniT(>ii.s('d  NCI’S  di'ti'muncd  iivcnit'i'  pn'  i'  ih'i  Ihoiisiiiid 
which  were  cottipiili'il  iisinK  its  standard  prices -  hv  l.'i  |s’rcciit  the  ainoiiiit  they  ant ici|sited  Ms 
1  !I!U  prues  would  ris,*' 
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were  lower.  After  discussions  with  m’1>s  officials,  the.se  cost  factors  were 
revised  by  MM'S  to  more  closely  reflect  actual  M’i>s  experience  within 
these  elements. 

.\i’i>s  also  revised  the  estimated  1992  average  prices  used  in  determining 
the  savings  estimate  to  reflect  actual  1992  standard  prices,  released 
October  1,  1991.  M’i>s  officials  also  made  a  revision  to  reflect  a  down¬ 
ward  $2  million  adjustment  for  a  change  they  could  not  explain.  In  addi¬ 
tion.  M’l’s  officials  discussed  adjustments  to  the  savings  estimate  to 
negate  the  effects  of  a  one-time  lO-percent  price  increase  for  new'  equip¬ 
ment  that  was  included  in  npi'S  1992  prices  and  an  adjustment  to  esca¬ 
late  the  services’  and  dla’s  1990  costs  to  1992  costs.  The  latter 
adjustments  were  not  readily  determinable.  The  following  are  discus¬ 
sions  on  those  revisions,  along  with  those  previously  mentioned. 


Changes  to  the 
Services’  and  DLA’s 
Cost 


Table  11.1;  The  Services'  and  DLA's 
Revised  Cost  Factors  and  Related 
Changes 


Table  II.  1  shows  each  of  the  revised  factors  associated  with  the  services' 
and  DL\’s  costs  and  the  effect  such  changes  had  on  the  savings  estimate, 
if  determinable. 


Dollars  in  millions 

Cost  element  change 

Nature  of  change 

Savings 

Facilities 

Reduced  cost  per  square  foot  of  space  from 
$10  to  $5  88 

($5  7) 

Personnel  support 

Reduced  personnel  support  cost  from  I0°o 
to  5  6% 

(2  1) 

Depreciation 

Increased  from  1%  per  month  to  1  164% 

00 

Personnel  benefits 

Increased  from  1 1%  of  payroll  cost  to  18% 

36 

Miscellaneous  overhead 

10%  of  total  changes  to  cost  elements  in 

NPPS  study 

(0  4) 

Total  cost  element  changes 

($4.6) 

Facilities _ Cost  of  Space  applied  a  cost  factor  of  $  lO  per  square  f(K)t  in  determining  the 

Army’s,  Air  Force’s,  dla’s,  and  Marine  Corps’  cost  of  space,  utilities,  and 
repair  and  maintenance,  M’PS  officials  stated  that  this  figure  was  used  in 
previous  osD  consolidation  studies  and  was  not  based  on  each  activity's 
actual  costs  of  space.  NPI’S  determined  that  its  actual  cost  of  space  was 
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about  $5.88  per  square  foot.  This  covers  utilities,  rental  building  space.- 
plant  facilities  repair  and  maintenance,  and  the  cost  of  building  altera¬ 
tions.  MM’S  subsequently  reduced  the  consolidated  activities’  cost  of 
space  to  $5.88  per  square  foot.  This  revision  lowered  the  costs  for  the 
services’  and  diva’s  activities  and  reduced  the  total  savings  estimate  by 
$5.1  million.  As  a  result,  reduction  in  savings  for  facilities  was  $5.1  mil¬ 
lion  plus  the  $600,000  reduction  associated  with  Air  Force  and  Marine 
Corps  exception  to  the  General  Service  Administration  Standard  Ix'vel 
User  Charge — for  a  total  reduction  of  $5.7  million. 


Personnel  Support  estimate  personnel  support  cost,  Ni’i>s  added  10  percent  to  the  cost  of 

civilian  salaries  and  benefits  for  each  service  and  dla  activity.  This 
10-percent  factor  was  also  used  in  prior  osD  consolidation  studies.  It 
covers  personnel  servicing,  accounting,  payroll,  data  processing, 
security,  and  other  support. 

As  reported  in  our  August  1,  1991.  report,  M’i>s  does  not  pay  personnel 
support  costs  to  a  personnel  office  and  therefore  the.se  costs  were  not 
reflected  in  its  prices.  How'ever,  M’IN  officials  stated  that  they  do  incur 
some  costs  associated  with  personnel  support  that  fall  into  the  other  cat¬ 
egories.  These  include  the  costs  associated  with  their  Equal  Employment 
Opportunity  officers,  accounting  staff,  payroll,  security,  and  administra¬ 
tive  support.  MM’S  officials  identified  about  $3.2  million  in  such  costs 
that  were  associated  with  their  four  regional  offices.  Using  this  figure, 
M’i’s  subsequently  revised  the  personnel  support  factor  in  the  validation 
study  downward  to  5.6  percent.  This  lowered  the  services’  and  ola’s 
activities  validated  costs  and  reduced  the  total  savings  estimate  by 
$2.1  million 


Equipment  Depreciation  During  the  September  24,  1991 ,  hearing,  we  testified  that  we  could  not 

conclusively  determine  whether  npps  had  included  depreciation  in  its 
expected  1992  prices.  npf’S  subsequently  provided  additional  data  for  us 
to  show  that  depreciation  was  included  in  its  study’s  expected  1992 
prices.  However,  MM’S  computed  its  equipment  depreciation  at  a  i  ate 
1.164  percent  per  month.  This  resulted  in  a  depreciable  life  of  7.158 
years.  This  equipment  depreciation  rate  was  faster  than  the  l-p(’rcent 
per  month  rate  applied  to  the  .services’  and  di.a’s  activities.  M’i’s  officials 


-This  amount,  ac'  ording  to  a  M’I’S  official,  is  the  (Icncral  Scrcici'  Adminislration  .‘■Handard 
t  scr  Charge.  Air  Force  and  Marine  Corjis  plants  were  all  on  militar>  installations  and  do  tint  pay  this 
(  harge.  so  NCI’S  atljiisted  the  amount  charged  for  their  s|)ace  by  a  total  of  .$lil)o.l)lHt  Nd  adjust nietil 
was  made  for  I)I./\'s  aetivilii-s  that  were  also  on  military  installations 


Page  18 


(i.AO  NSIAD-92.<i6  Printing  Cons4)lidation 


App«‘iidix  II 

ChanH^’t'  toCosi  ( '<>iii|iariMiii 


agrood  that  the  1-percent  depreciation  rati'  should  be  revised  to  make  it 
comparable  to  Ni’es.  These  officials,  however,  could  not  determine  the 
effect  of  such  a  change  on  the  savings  estimate. 


Civilian  Benefits  estimate  civilian  benefit  costs,  M>i>s  added  1 1  percent  to  the  cost  of 

civilian  salaries  for  each  Army,  Air  Force,  Marine  Corps,  and 
activity.  Based  on  information  from  its  Civilian  Personnel  Resource 
Reporting  System  ri'port.  M'l’S  determined  its  actual  rate  for  civilian 
benefits  to  be  18.4  percent.  M’IN  has  revised  the  1 1-percent  figure  to 
reflect  actual  M’I’s  cost.  This  raisi'd  the  co.st  of  the  Army’s,  Air  Forc('’s, 
Marine  Corps’,  and  i)l,.\’s  activities  and  increa.sed  the  total  savings  I'sti- 
mate  hy  $3.b  million. 


Miscellaneous  Overhead  estimated  miscellaneous  overhead  as  10  percent  of  the  subtotal  of 

the  services’  and  i)L.\’s  printing  and  duplicating  costs.  This  amount  cov¬ 
ered  such  overhead  items  as  delivery,  vehicle  rental,  janitorial  services, 
training  tuition,  performance  awards,  travel,  computer  services,  finan¬ 
cial,  and  administrative  services.  m>i>s  databa.se  made  an  adjustment  to 
miscellaneous  overhead  since  the  validated  activity  costs  decrea.sed 
with  the  changes  to  facilities,  personnel  .support,  depreciation,  and  per¬ 
sonnel  benefits — an  overall  net  decrease  of  about  $4.2  million.  The  sav¬ 
ings  estimate  was,  then'fore,  decreased  by  $420. ()()()  to  reflect 
10  percent  of  the  $4.2  million  reduction. 


Changes  to  NPPS 
Determined  Costs  and 
Other  Adjustments 


Table  II. 2.  shows  each  of  the  changes  a.ssociated  with  the  M’I’s  compa- 
rabU’  cost  for  the  services’  and  l)i,.\’s  production  and  the  effect  such  revi¬ 
sions  and  other  adjustments  had  on  the  savings  estimate,  if 
determinable. 
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Table  11.2:  Savings  Estimate  Changes 
Due  to  Use  of  Actual  1992  Prices  and 
Other  Adjustments,  It  Determinable. 

Dollars  in  millions 

Savings 

Cost  element 

Nature  of  change 

change 

NPPS  1992 

Unidentified  amount'* 

NPPS  1992  equipment 

Escalate  1990  costs 

Reduced  based  on  use  of  actual  NPPS  1992 
prices 

Reduced  equipment  purchase  cost  beyond 

1993 

Escalated  activities  cost  to  1992 

$  1 1  4 

(2  0) 

'’NPPS  made  $2  million  in  downward  adjustments  to  its  original  $28  8  million  savings  esnm.aif'  b  it  ri  d 
not  retain  a  copy  ot  the  data  file  showing  where  the  ad(uslments  were  made 

'^Effect  on  savings  estimate  has  not  been  determinable 


NPPS  Use  of  Actual 
1992  Prices 


The  M'lM  average  price  per  thousand  units  of  production,  which  was 
used  to  determine  .npi’s’  price  for  the  services'  and  I)L\'s  production,  was 
based  on  fiscal  year  1091  pricing  data  and  escalated  14.9  percent  to 
reflect  price  increases  estimated  for  fiscal  year  1992.  .M’i>s  has  since 
determined  that  its  actual  1992  prices  will  average  le.ss  than  the 
14.9  percent,  npi's  officials  stated  that  the  M’i>s  cost  determined  for  the 
services  and  ni^  was  lower  because  all  of  the  prices  did  not  rise  by 
14.9  percent.  For  example,  electrostatic  work  only  increased  3  percent  in 
1992.  The  change  from  expected  .M>i>s  1992  prices  to  its  actual  prices 
decreased  the  MM’S  determined  cost  for  the  services  and  i)i..\  s  production 
and  therefore  increased  the  savings  estimate  by  $1 1.4  million. 


Other  Adjustments  previously  mentioned,  the  .npi’s  determined  cost  was  based  on  its 

fiscal  year  1991  prices  charged  to  customers,  escalated  to  reflect  antici¬ 
pated  price  increases  for  fiscal  year  1992.  According  to  npi’s  officials, 
the  fiscal  year  1992  price  increase  was  4.9  percent  plus  an  additional 
one  year  increase  of  10  percent  to  finance  the  cost  of  new  equipment 
needed  for  the  consolidation,  npi’s  officials  stated  that  this  lO-fX’icent 
increase  would  not  be  reflected  in  npps  costs  after  fiscal  year  1992.  The 
officials  also  stated  that  this  increase  should  not  be  fully  reflected  as  a 
NPI’S  cost  in  determining  savings  for  fiscal  year  1993  and  beyond.  How¬ 
ever,  since  NPI’S  sets  its  prices  to  breakeven,  these  officials  did  not  know 
for  certain  if  the  lO-percent  decrease  in  prices  would  be  reflected  in 
NPI’S'  prices  across  the  board  and  therefore  they  witi'  unable  to  detiu- 
mine  the  impact  on  the  savings  estimate. 
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Changes  to  Cost  (oniparison 


According  to  Nl*i>s  officials,  the  savings  estimate  was  based  on  a  compar¬ 
ison  of  Ni'iN  fiscal  year  1992  average  costs  to  the  services’  and  pirn's 
fiscal  year  1990  costs.  They  also  stated  that  escalating  the  services'  and 
Di.x’s  costs  to  fiscal  year  1992  dollars,  by  approximately  3  perctmt  in 
1990  and  4  percent  in  1991,  would  also  increase  the  savings  estimate. 
However,  due  to  other  factors  such  as  a  net  operating  loss  in  n res  in 
1991,  they  were  unable  to  determine  the  impact  on  their  savings  tigun' 
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